This paper examines the audit fees for initial audit engagements after the H3C inspection in French context through 2008 to 2015. According to the theory, we suppose that audit fees increase after the start of the H3C inspection program. To test our main hypothesis, we use the methodology of the (Desir, Casterella, & Kokina, 2013) and (Huang, Raghunandan, & Rama, 2009) reported on the United States context. Our empirical results demonstrate that the audit fees in French context for the initial audit engagement decreased after the start of the H3C inspection program. Contrary to our prediction, the massive disciplinary sanction associated to the audit fees and the less level of the audit market concentration in France, are two determinants that explain the decrease of the audit fees in this country.
Introduction
The H3C created by the LSF Act of 2003 (LSF) to regulate the auditing profession in France after the scandal series of [2001] [2002] . It is considered as an independent control authority. The first goals of this new institution are to enhance auditor independence and objectivity through specified mechanisms of control. The contribution of the H3C in financial transparency and the respect of the ethics code are significant. The H3C developed the guidelines and a set of principles in order to reinforce the business ethics. The auditor independence is considered as the first preoccupation of this new authority. The H3C drew attention to the audit fees and considers this as an important issue. For this reason, the H3C imposed restriction against auditors and engaged disciplinary activity. The disciplinary activities are disclosed in the H3C annual report. Starting from 2016, the emphasis of the inspection process arises because the collaboration of the H3C with the PCAOB and other foreign equivalent authority. It is considered an important factor in achieving auditor independence and the respect of the ethics code. For this reason, we believe that rigors of the H3C inspection process present the opportunity for auditor independence to improve. inspection program in the case of the initial audit engagement. We expect an increase in audit fees after the starting of the process of the inspection of the H3C for the initial audit engagement. To test this hypothesis, we use the methodology of (Desir et al., 2013) and (Huang et al., 2009 ) through 2008 to 2015 in French context which characterized by the presence of the joint audit system. Empirical results demonstrate that audit fees for initial audit decrease from 2008 to 2015 in French context. The inspection and the disciplinary activity reported on the audit fees by the H3C explain the decrease level of the audit fees (Desir et al., 2013) .
The remainder of the paper is organized as follows. Section ‗institutional aspect' treats the legal form of the H3C. Section ‗literature review' provides further background and presents our hypothesis. Our research method appears in section ‗methodology', and section ‗results' present our results. Section ‗other analyses' contains other analyses and section ‗summary, implications, and limitations' present a summary and the implications and limitations of our findings.
H3C: The Institutional Aspect
In France, the H3C was created by the LSF Act of 2003 (LSF) to regulate the auditing profession. It is considered as an equivalent of the PCAOB in the United States. The first goals of this new authority are to guarantee auditor independence and objectivity through the mechanism of control. The contribution of the H3C in the respect of the ethics code is very significant. The disclosure of the H3C annual report informs on the control approach and explains the details of the disciplinary activity of this new regulation authority.
According to the LSF of 2003, the composition of the H3C is as follows:
-
Three judges from the court of cassation -The court of auditors and the judiciary and the president being a judge of the court of cassation;
-The chairperson of the financial market authority;
-Representative of the ministry of economy;
-University professor specializing in legal, economic or financial studies.
-Three qualified persons in the economic and financial domain: two of them have the expertise in an initial public offering and one has the expertise in the small and medium-sized business or association field.
-Three CPA, two of them have experience in the auditing of the mandate using public offering or public domain.
The H3C is divided into 6 different directions. They are as follows:
-Technical direction: assure the coordination on the specific topic -Norms and ethics direction: investigation and consultation on the relativity practice and doctrine;
-Services of international cooperation: established the partnership with the foreign supervisory authority;
-Law direction: responsible for the law auditor control and the role of the authority;
-Direction of the supervision and control: Guides the control activity. They supervise the control realized by the professional instance and elaborate the recommendation of the control.
-Control direction: control the auditors in the public corporation.
The H3C continued their development control activity with the National Consultation Group to approve the accounting standards for the adoption of the International Standards of auditing (ISA). Recently, the H3C collaborated with the European Authority in concordance with the guidelines of the European Directive of 2006/43/CE and it was concluded a collaboration project with the PCAOB and other equivalent authority.
Literature Review
Prior studies were studied in the US context. The Sarbanes-Oxley Act of 2002 and the Public Company Oversight Board imposed new restrictions on audit firm activity that auditors can provide to their client. This is due to the series scandal of 2001 and 2002. To increased auditor independence, the PCAOB increased its enforcement activities related to the audit fees after 2002. The regulatory actions and the announcement of the start of the inspection process highlighted the importance of auditor independence and the consciousness around the business ethics during this period. Several research treat the impact this new enforcement rules on audit fees in the post-Sox period. (Desir et al., 2013) re-examined the audit fees for the initial audit engagements in the Post-Sox period. They investigate whether lowballing exists in new auditor-client relationships in an ‗‗extended'' post-SOX environment for the years 2007 to 2010. Their results suggest that both Big 4 and non-Big 4 accounting firms discounted their initial-year audit fees during our sample period (2007) (2008) (2009) (2010) . (Sankaraguruswamy, Whisenant, & Willenborg, 2012) analyze initial-year audit fees discounting and subsequent audit fee increases for companies that switched from one Big auditor to another Big between 2000 to 2007. They find significant initial-year fees discounting for each year between 2001 and 2006 and significant fee increases in the second year of a Big engagement. (Huang et al., 2009 ) studied the audit fees for initial audit engagements before after Sox. They find that in [2005] [2006] Big 4 clients pay an initial-year audit fee premium of around 16 percent. We also document that the Big 4 are much less likely to serve as a successor, following an auditor change, in 2005-2006 than in 2001. The results also suggest that the Big 4 have become more conservative in the post-SOX period with respect to client acceptance and pricing decisions. In the same perspective (Charles, Glover, & Sharp, 2010) studied the association between financial reporting risk and audit fees before and after the Sarabanes-Oxley Act. (Wang & Zhou, 2012) investigate the impact of the Public Company Accounting Oversight Board (PCAOB) Auditing Standard No. 5 (AS5) on audit fees and audit quality. They use a large sample of accelerated filers subject to AS5 they find evidence that audit fees decrease upon the adoption of AS5 and improve the efficiency of internal control audits. (Houston & Stefaniak, 2013) investigate and compare partner perceptions of Public Company Accounting Oversight Board (PCAOB) inspections and internal quality reviews for 107 audit partners from large public accounting firms. They find that a majority of partners can or try to predict the year of both reviews and perceive that, relative to PCAOB inspections, reviewers have a better understanding of firms' audit methodologies. (Stefaniak, Houston, & Brandon, 2017) investigate the perception risk of internal quality reviews and analyze the PCAOB inspection. The empirical results demonstrate that those different element influence the audit effort and as consequence an audit fees. In the same perspective (Daugherty, Dickins, & Tervo, 2011) surveyed leaders of firms subject to triennial PCAOB inspections. In general, the respondents reported that they increase audit hours and audit fees when they anticipate inspections. (Church & Shefchik, 2011) studied the PCAOB's inspection reports of large, annually inspected accounting firms. They find that the inspection reports identify audit deficiencies that have implications for audit quality. To resolve this problem an important effort and a high level of audit hours must be anticipated and typically, the audit fees will be increased. (Glover, Taylor, & Wu, 2014) introduced the concept of inspection risk because the rigor of the inspection process (Riley Jr, Jenkins, Roush, & Thibodeau, 2008) . This risk behavior of audit firms increased when the auditor is the first year initial and when the PCAOB announce the penalty against auditors. The expected improvements to audit fees are the direct effect of PCAOB creation and their inspection effectiveness on the audit firm behavior. Therefore, the audit firms added a risk premium into audit fees after the creation of the PCAOB. For example, when auditor is initial audit years is faced with high engagement risk, he typically increase planned audit hours, evidence requirements (Simunic, 1980) , (Pratt & Stice, 1994) ; (Houston, Peters, & Pratt, 1999 ) and, of course, the audit fees. The disciplinary penalties of the PCAOB and other equivalent authority through the world are one of the leading risks facing the auditor and it can significantly influence his behavior after the inspection process. In sum, the regulatory changes made by the PCAOB influence the audit fees. In attempt to mitigate audit costs, the PCAOB amended Auditing Standard No. 2 and proposed Auditing Standard No. 5.
In France, The Security of Law Act of 2003 (LSF) created the H3C to oversee public company audits in France by establishing auditing standards and registering and inspecting public company auditors. By the end of 2016, the H3C had registered 2,363 audit firms in France. In addition, the board of this new authority conducts annual inspections of accounting firms that provide audit reports after the control process. These inspections evaluated the quality of audit work performed on selected audit engagements, the accounting firms' quality control system and the respect of the ethics code. The establishment of the H3C and the starting of the inspection process, in particular, produces strong incentives for auditors to increase their audit fees for more than one reason. For example, the audit risks are related to the audit engagement. The H3C inspection focuses on the discovery of the audit deficiencies and the identification of the material errors undetected by the auditor in his legal audit mission. The discovery of this misstatement exposed the auditor to the blame or other types of H3C penalty. At this moment, the auditor is less willing to accept errors in financial statements and he should increase his planned audit hours and his requirement evidence because he risks initials of their reputation that can result from the H3C penalty and subsequently the Initial of the audit market share. Therefore, the audit fees should be greater when the audit is initial audit years and when the engagement risk is very significant. This risk engagement can significantly influence the auditor behavior (Lowe, Reckers, & Whitecotton, 2002) . Prior audit studies demonstrate that engagement risk influences auditors' decision-making behavior (Knapp, 1985) (Walo, 1995 ) (Hackenbrack & Nelson, 1996) (Johnstone, 2000) and is a dimension of the overall audit environment (Bell, Bedard, Johnstone, & Smith, 2002) . For example, when auditors are confronted with high engagement risk, they typically increase audit fees, audit hours, and further evidence requirements (Simunic, 1980) (Houston, et al., 1999; Pratt & Stice, 1994) . Thus, we predict that audit fees will increase significantly after the initial audit year and the after the enhancement of the H3C inspection process on audit firms (Annual Report of the H3C, 2011, 2012 and 2013).
Methodology
Our sample selection process follows the following steps. First, we begin with all companies that have at least two years of audit fee data on Thomson Financial databases from 2008 to 2015. Second, we eliminate observations with calendar year end; SIC codes equal to or greater than 6000 foreigners businesses, banks, insurance companies. Following (Huang et al., 2009 ) and other prior fee studies (e.g., Simunic, 1980; Casterella, Francis, Lewis, & Walker, 2004) , we estimate the following audit fees regression model which includes natural logarithm as an experimental variable. This variable provides information on economic relation auditor-clients. The fees depend on the auditor reputation and the risk factor. The announcement of the establishment of the H3C and the start of the inspection program may cause a change in the auditor's assessment of expected initials arise from potential penalties. We use a dummy variable equal to 1 if one of the auditors is initial audit year, 0 otherwise. We use others control variables to capture company size (LnTA), complexity (EMPLOY), risk (RECINV, LIQ), and profitability (ROA) because first prior research interest in this relationship. We estimate the following model for each year 2008-2015. Goods  3000  50  61  69  63  66  59  48  51  44  Consumer Services  5000  44  63  62  60  56  51  44  49  46  Health Care  4000  32  38  36  32  29  23  18  18  18  Industrials  2000  66  64  68  68  63  59  54  53  44  Oil and Gas  0001  7  9  7  6  5  5  4  6  5  Technology  9000  49  65  72  67  62  54  50  49  44  Telecommunications  6000  3  2  4  4  4  3  3  3  3  Utilities  7000  11  11  12  7  9  9  10  5  6  Total  277  331  347  324  309  275  243  247  221 To examine changes in fees in response to the establishment of the H3C and the start of the inspection program, it is important to control changes in underlying client characteristics. We estimate the following pooled audit fees regression model for every year starting from using ordinary least squares regression: Table 2 presents descriptive data for our samples of companies for the years 2007 through 2015, and table 3 presents the changes in percentages. First, with respect to median values of audit fees, we note that clients seem to pay more in audit fees especially in 2007 and 2008, where the median value of the audit fees variable are respectively 13.236 and 13.142. This is due to the H3C inspection program for the first time in 2007. This authority was imposed restriction against auditors and engaged dispensary activity in 2007 and 2008 compared 2006 (Azibi, Tondeur, & Azibi, 2017) . This risk behavior explains this important increase of median fees (Azibi, et al., 2017) . The most important changes in audit fees were in 2013. The change mean is equal to 0.843%. This result signals the intensity of the H3C inspection process (H3C, report 2014) and the collaboration with others equivalent authority in Europe and the PCAOB in the United States. Second, the median level of the total assets (LnTA) is variable every year. In sum is around the average of 5.5. The median value is positive every year. Third, the mean of the employ variable is around 7. The changes of this variable in the majority are positive except the 2012 and 2015. However, for leverage and the liquidity variables, there are no significant differences between years. Finally, 67.25% of the observation of our sample are associated at least one Big Four audit (Table  4 ). This result demonstrates that French enterprise choice at least one of the two legal auditors one of the Big Four networks with only 6% only is the initial year audit. This last percentage is lower compared to the US context because the legal mandate of the legal auditor in France (six years in France and only one year in USA). This strategy of the auditor choice in French context reduces the market concentration and is in accordance with the recommendation of European Green paper of 2010 (Velte & Azibi, 2015) . Vol. 11, No. 12; 2019 Table 5 and 6 present respectively the results of the audit fees regressions from 2008 to 2010. Our primary focus is on the sign and the statistical significance of the INITIAL variable. Contrary to our prediction in the audit fees model, this variable is negative significant at 1% in 2008, 2010, 2011, 2012, and at 5% in 2013 . This demonstrates that audit firms in the case of the initial audit firm reduce their fees. The improvement of the inspection process on audit fees was increased in 2011, 2012 and 2013 compared to 2008, 2009 and 2010 (H3C annual report) . The H3C announced in their different annual report an important number of disciplinary activities associated to the audit fees. The competitive on the audit market between auditors in France is an additional factor that influences the audit fees. If we refer to the audit difference model, we find that this decrease between audit fees and initial audit is only significant negative in 2008 and non-significant in 2011 and 2012. This result demonstrates that this decrease is not significant. In addition, the control variables in all the regressions have the expected sign. Audit fees increase with client size (LnTA is positive and significant in all regressions). The complexity variable (Employ) is positive and significant only in 2013. This signals that the audit is considered only as a legal mechanism, contrary to the hypothesis of the deep pocket theory. This conclusion is supported by the sign of the RECINV variable.
Conclusion
The audit fees are considered as an important dimension of the audit reforms after the scandal series of 2001 to 2002. The establishment of an independent authority to ensure the respect of the recent reforms of the audit profession is the main characteristics of last decades. The role of the H3C in France is fundamental in the French environment. The inspection process of this authority was started in 2007. The aim of this research is to examine whether audit fees are increased in each year following the H3C starting of inspection program for all audited companies in France from 2008 to 2015 in a French context which characterized by the joint audit. Contrary to our prediction, the empirical results demonstrate that the audit firms in the case of the initial audit reduce their fees. The announcement and the disclosure of the disciplinary sanction have an important impact on audit fees. The audit market concentration and the role of the joint audit is other factors that influence the auditor choice and the audit fees.
